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The following provides an overview of the superannuation tax concessions and outlines recent trends in their cost to the Budget. The superannuation tax concessions are currently the second largest category of tax expenditures identified in the Treasury’s Tax Expenditure Statement (TES), with only those for housing incurring a higher cost. 

The Tax Concessions for Superannuation

· The superannuation tax concessions are tax expenditures, which refer to selective tax breaks provided to individuals who undertake certain actions or belong to particular social groups. 

· The OECD, World Bank and Australian Treasury consider tax expenditures to be conceptually equivalent to direct expenditure. This means that like other spending programs they need to be financed through new taxes, spending cuts, or a Budget deficit. 

· Tax concessions apply to superannuation at three stages: when individuals contribute to super, when they earn interest on super investments, and when their super matures (usually at retirement age) (see Table 2).

· With the exception of the spouse superannuation contributions tax offset, the superannuation tax concessions are regressive and provide proportionally higher tax discounts to high-income earners than low-income earners (see Table 3). 

· The 15 percent concessional tax rate that applies to most super contributions, as well as the interest earned on super investments, provides no benefit to those who earn less than $35 000 p.a., a 15 percent tax discount to individuals on average annual earnings of about $62 000, and a 30 percent tax discount to income earners receiving more than $180 000 p.a.

· Super benefits received by an individual aged 60 years or over are tax exempt, which means that individuals receive benefits at the rate of tax that would be levied on their lump sum payment or annuity. Thus, the rate of the tax discount grows with the amount of super received. 
Recent Trends in the Cost of the Superannuation Tax Concessions

· Estimates for the superannuation tax concessions are included in the Treasury’s annual TES, which uses the ‘revenue forgone’ approach to calculate the amounts that tax expenditures reduce Budget revenue.

· The superannuation tax concessions were estimated to reduce Budget revenue by $24.4 billion in 2008-09. This amounts to more than the outlays for the Family Tax Benefits and Medicare Services, which cost $17.8 billion and $13.7 billion (respectively) in the same year.

· Since the Global Financial Crisis, the estimated cost of the superannuation tax concessions has fallen due to the decreased investment earnings of super funds. However, as the global economy, the cost is projected by Treasury to reach almost $32 billion by 2012-13. This is also expected to make them the largest category of tax expenditures (in 2008-09, housing tax expenditures cost the most using the revenue forgone approach).

Conclusions

· The superannuation tax concessions are highly regressive because they provide very high benefits to most high-income earners but little or no benefit to most low-income earners.

· The cost of the concessions to the federal Budget is projected by Treasury to exceed $30 billion.  
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  Table 1. Income tax brackets for 2009-10

	Income 
	Marginal Tax Rate

	$1 - $6 000
	0

	$6 001 - $35 000
	15

	$35 001 - $80 000
	30

	$80 001 - $180 000
	38

	$180 001 & over
	45



   Source: ATO website (http://www.ato.gov.au)  

Table 2. A summary of the tax treatment of superannuation, 2009-10

	Stage of the Super Income Stream
	Tax Concessions/Benefits

	Contributions
	Concessional Tax Rate of 15 percent for compulsory contributions

	
	Concessional Tax Rate of 15 percent for salary sacrificed into super up to capped amount of $50 000 (for those under 50 years) and $100 000 (for those over 50 years)

	
	Concessional Tax Rate of 15 percent for self-employed individuals

	
	18 percent Superannuation Spouse Contribution Tax Offset for up to $3000 contributions made on behalf of a low-income spouse (who earns less than $13800) to a super fund (maximum value is $540). 

	Investment Earnings
	Concessional Tax Rate of 15 percent on earnings from super investments.



	Super Benefits
	Tax exemption for super benefits received as a lump sum or annuity paid to individuals who are 60 years or older.

	
	Concessional Tax Rate of 15 percent for super benefits received by individuals who are aged between 55 and 60 years.

	
	Concessional Tax Rate of 20 percent for super benefits received by individuals aged under 55 years.


Source: compiled from the ATO website (http://www.ato.gov.au)

Table 3. The rates of the tax discounts received by income earners from the super tax concessions, 2009-10. 

	Superannuation

Tax Expenditure Benefit Structure
	Income Tax Brackets

	
	$1 -

$6 000
	$6 001 -

$35000
	$35 001 - $80 000
	$80 001 - $180 000
	$180 000 & over

	Contributions
	
	
	
	
	

	Concessional tax rate of 15 percent
	0
	0
	15
	23
	30

	Tax offset of 18 percent (per dollar contributed)


	0
	15
	18
	18
	18

	Investment Earnings
	
	
	
	
	

	Concessional tax rate of 15 percent


	0
	0
	15
	23
	30

	Super Benefits
	
	
	
	
	

	Tax exemption
	0
	15
	30
	38
	45

	Concessional tax rate of 15 percent
	0
	0
	15
	23
	30

	Concessional tax rate of 20 percent
	0
	0
	10
	18
	25


Source: calculated from Tables 1 and 2
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Table 4. Treasury estimates and projections for the cost of the superannuation tax concessions

	Year
	Employer Contributions ($m)
	Certain Personal Contributions ($m)
	Super spouse contribution offset ($m)
	Super Fund Earnings

($m)
	Capital gains tax discount for super funds ($m)
	Unfunded Super 

($m)
	Super Tax Expenditures
(Total $m)*

	2005-06 (est)
	9 500
	410
	15
	12 150
	1 090
	240
	23 305

	2006-07 (est)
	11 400
	810
	15
	16 050
	1 690
	160
	30 208

	2007-08 (est)
	13 000
	1 550
	10
	14 450
	890
	380
	30 650

	2008-09 (est)
	12 500
	1 400
	8
	10 000
	210
	380
	24 458

	2009-10 (proj)
	11 400
	1 100
	6
	9 800
	80
	390
	22 696

	2010-11 (proj)
	12 100
	610
	6
	11 250
	80
	410
	24 426

	2011-12 (proj)
	13 250
	660
	5
	13 450
	150
	430
	27 845

	2012-13 (proj)
	14 550
	750
	5
	16 100
	300
	430
	31 995


* The total is not the sum of the other columns, as this table includes the main tax expenditures estimated in the TES.

Source: Treasury (2010) Tax Expenditure Statement 2009 

� The TES provides estimates of the tax concessions for super contributions and earnings on super investments. It does not estimate the tax exemption for super benefits, which it includes within the tax benchmark.





